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CALIFORNIA DEPARTMENT OF CONSUMER AFFAIRS
CALIFORNIA BOARD OF ACCOUNTANCY
ORDER OF ADOPTION

The California Board of Accountancy hereby adopts Article 6: Sections 39, 40, 41,
42, 43,44, 45, 46, 48, 48.1, 48.2, 48.3, 48.5, 48.6 to Division 1 of Title 16 of the
California Code of Regulations as follows:

Article 6. Peer Review

Adopt Section 39 to read as follows:

39. Definitions.

(a) Accounting and Auditing Practice: Any services that are performed using the
following professional standards: Statements on Auditing Standards (SASs),
Statements on Standards for Accounting and Review Services (SSARS), Statements on
Standards on Attestation Engagements (SSAEs), Government Auditing Standards, and
audits of non-Security Exchange Commission (SEC) issuers performed pursuant to the
standards of the Public Company Accounting Oversight Board (PCAOB). '

(b) Peer Review Report: A report issued to the peer reviewed firm which documents
the findings .and conclusions reached by a qualified peer reviewer and issued in
accordance with Section 48(b) of this Article. ' '

(c) Pass Peer Review Report: A report issued to the peer reviewed firm in accordance
with either Section 48(b)(1)(A) or 48(b)(2)(A) of this Article.

(d) Pass With Deficiencies Peer Review Report: A report issued to the peer reviewed

firm-in-accordance-with-either Section 48(b)(1)(B) or 48(b)(2)(B) of this Article

(e) Substandard Peer Review Report: A report issued to the peer reviewed firm under
either Section 48(b)(1)(C) or 48(b)(2)(C) of this Article.

(f) Peer Reviewer: A certified public accountant holding a valid and active license to
practice public accounting in good standing issued by this state or some other state who
(1) maintains a currency of knowledge in professional standards governing accounting
and auditing engagements, (2) meets the qualifications of Section 48(c) of this Article,
and (3) is unaffiliated with the firm being reviewed. '

(g) Peer Review Team: One or more individuals who collectively conduct a peer
review, at least one of whom is a qualified peer reviewer.

NOTE: Authority cited: Sections 5010 and 5076, Business and Professions Code.
Reference: Section 5076, Business and Professions Code.
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Adopt Section 40 to read as follows:

40. Enrollment and Participation.

(a) Commencing with the operative date prescribed by Section 45(b), a firm operating
or maintaining an accounting and auditing practice shall have a peer review report
accepted by a Board-recognized peer review program within 36 months prior to its first
reporting date and have a peer review report accepted by a Board-recognized peer
review program once every three years in order to renew its license.

(b) Each firm licensed after the operative date of this Article that performs services in
an accounting and auditing practice shall have a peer review report accepted by a
Board-recognized peer review program within 18 months of the completion of the.

services.

(c) Should a firm begin performing services as defined in Section 39(a) of this Article
after the operative date prescribed by Section 45(b), the firm shall have a peer review
report accepted by a Board-recognized peer review program within 18 months of the
completion of the services.

,NOTE: Authority cited: Sections 5010 and 5076; Business and Plrofessions Code.
Reference: Section 5076, Business and Professibns Code.

Adopt Section 41 to read as follows:

41. Firm Responsibilities.

A firm shall cooperate with the Board-recognized peer review program provider with
which the firm is enrolled to arrange, schedule, and complete a peer review, in addition
to taking and completing any remedial or corrective actlons prescribed by the Board-
recognized peer review program provider.

NOTE: Authority cited: Sections 5010 and 5076, Business and Professions Code.
Reference: Section 5076, Business and Professions Code. '

Adopt Section 42 to read as follows:

42. Exclusions.

(a) The following shall be excluded from the peer review requirement:
(1) Any of a firm's engagements subject to inspection by the Public Company
Accounting Oversight Board as part of its inspection program.
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_(2) Firms, which as their highest level of work, perform only compilations where no
report is issued in accordance with the provisions of the Statements on Standards for

Accounting and Review Services (SSARS).

NOTE: Authority cited‘: Sections 5010 and 5076, 'Business and Professions Code.
Reference: Section 5076, Business and Professions Code.

| Adopt Section 43 to read as follows:

43, Extensions.

(a) Should an extension of time be needed to have a peer review report accepted by a
Board-recognized peer review program such request shall be submitted to the Board-
recognized peer review program with which the firm is enrolled for consideration and
approval or denial.

_(b) If the extension granted extends past the firm's reporting date, the firm shall notify
the Board of the extension and provide proof of the extension. The firm shall report the
results of the peer review to the Board on form PR-1 (01/10), as referenced in Section
45, within 45 days of the peer review report being accepted by a Board recognized peer
review program.

NOTE: Authorlty cited: Sections 5010 and 5076, Business and Professmns Code.
Reference: Section 5076, Business and Professions Code.

Adopt Section 44 to read as follows:

44. Notification_of Expulsion

A firm that is expelled by a Board-recodni'zed peer review program shall notify the
Board in writing within 30 days and provide the name of the Board-recognized peer
review program and reason(s) given to the firm by the peer review program for the

expulsion.

NOTE: Authority cited: Sections 5010 and 5076 Business and Professmns Code.
Reference: Section 5076, Business and Professions Code.
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Adopt Section 45 to read as follows:

45. Reporting to the Board.

(a) Based on the dates identified in subsectidn (b), a firm shall report to the Board on
Form PR-1 (1/10) the date the peer review report was accepted by a Board-recognized
peer review program and the results of the peer review.

(b) The operative date of existing California-licensed firms to begin reporting peer
review results shall be based on a firm's license number according to the following
schedule: for license numbers ending with 01-33 the reporting date is no later than July
1, 2011: for license numbers ending with 34-66 the reporting date is no later than July 1,
2012; for license numbers ending with 67-00 the reporting date is no later than July 1,

2013.

(c) A firm licensed after the operative date of this Article that performs accounting and
auditing services or a firm not previously required to undergo a peer review shall have a
peer review report accepted by a Board-recognized peer review program no later than
18-months after the completion of the services as required by Section 40. Upon the
acceptance of the peer review report, the firm shall report to the Board on Form PR-1
(1/10) the date the peer review report was accepted by a Board recognized peer review
program and the results of the peer review.

NOTE: Authority cited: Sections 5010 and 5076, Business and Professions Code.
Reference: Section 5076, Business and Professions Code.

46._ Document Submission Requirements.

(a) A firm receiving a peer review report issued under Section 48(b)(1)(C) or (b)(2)(C)
shall submit a copy of the peer review report to the Board including any materials
documenting the prescription of remedial or corrective actions imposed by a Board-
recognized peer review program provider within 45 days of the peer review report being
accepted by a Board-recognized peer review program provider. A firm shall also submit
to the Board, within the same 45-day reporting period, any materials, if available,
documenting completion of any or all of the prescribed remedial or corrective actions.

(b) Upon request by the Board, a firm shall submit to the Board all requested

documents related to the peer review including:

(1) If the firm received a peer review report issued under Section 48(b)(1)(A) or
(b)(2)(A) it shall submit the copy of the peer review report including materials
documenting the acceptance of the report.

(2) If the firm received a peer review report issued under Section 48(b)(1 )(B) or
(b)(2)(B) it shall submit the copy of peer review report including any materials
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documenting the prescfiption of remedial or corrective actions imposed by a Board-
recognized peer review program provider. In addition, a firm shall also submit any
materials, if available, documenting completion of any or all of the prescribed remedial

or corrective actions.

(c) Any documents required for submission as part of this section may be submitted
electronically. ’

NOTE: Authority cited: Sections 5010 and 5076, Business and Professions Code.
Reference: Section 5076, Business and Professions Code.

Adopt Section 48 to read as fo"oWs:

48. Minimum Requirements for a Peer Review Program.

For a peer review program provider to receive Board recognition and be authorized to
administer peer reviews in California, the peer review program provider must submit
evidence to the satisfaction of the Board that the peer review program is comprised of a
‘set of standards for performing, reporting on, and administering peer reviews. A peer
review program must include the following components: :

(a) Peer Review Types
A peer review program must have a minimum of two types of peer reviews that lnclude

the following:

(1) For firms performing enqaqements under the Statements on Auditing Standards
(SASs), Government Auditing Standards, examinations of prospective financial
statements under the Statements on Standards on Attestation Engagements (SSAES),
or audits of non-Security Exchange Commission (SEC) issuers performed pursuant to
the_standards.of the_Public.Company. Accounting_Oversight Board (PCAOB), the firm
must undergo a peer review designed to test the firm's system of quality control. The
scope of the peer review shall be such that it provides a peer reviewer with a
reasonable assurance that a firm's system of quality control was designed in
accordance with professional standards and was complied with by the firm’s personnel.

(2) For firms only performing engagements under the Statements on Standards for
Accounting and Review Services (SSARS) or under Statements on Standards on
Attestation Engagements (SSAEs) not encompassed in review performed under
subsection (a)(1), the firm must undergo a peer review designed to test a cross-section
of a firm’'s engagements to assess whether the engagements were performed in
conformity with the applicable professional standards.

(b) Peer Review Report Issuance

(1) For firms undergoing peer reviews pursuant to subsection (a)(1), one of the
following three types of peer review reports shall be issued:

(A) A peer review report indicating that a peer reviewer or peer review team concluded
that a firm's system of quality control was suitably designed and complied with by the
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firm's personnel, which provides the firm with reasonable assurance of performing and
reporting on engagements in conformity with applicable professional standards.

(B) A peer review report indicating that a peer reviewer or peer review team concluded
that a firm's system of quality conitrol was suitably designed and complied with by the
firm’s personnel with the exception of a certain deficiency or deficiencies that are
described in the report. The deficiencies are such that the firm's design of or compliance
with its system could create a situation in which the firm would have less than
reasonable assurance of performing and/or reporting on engagements in conformity
with applicable professional standards.

(C) A peer review report indicating that a peer reviewer or peer review team concluded
that a firm’s system of quality control is not suitably designed or complied with by the
firm’s personnel, and thus, does not provide the firm with reasonable assurance of
performing and reporting on engagements in conformity with applicable professional

_standards.

(2) For firms undergoing peer reviews pursuant to subsection (a)(2), one of the
following three types of peer review reports shall be issued:

(A) A peer review report indicating that a peer reviewer or peer review team concluded
that there was no evidence which would cause the peer reviewer to believe that the
engagements performed by the firm were not performed in conformlty with applicable
professional standards.

(B) A peer review report indicating that a peer reviewer or peer review team concluded
that, with the exception of a certain deficiency or deficiencies, nothing would cause the
peer reviewer to believe that the engagements performed by the firm and submitted for
review were not performed in conformity with applicable professional standards. The
deficiencies identified were such that the peer reviewer concluded they were material to -
the understanding of the report or financial statements or represented omission of
ciitical procedures reqguired by applicable professional standards.

(C) A peer review report indicating that a peer reviewer or peer review team concluded

WIth apphoable professmnal standards In issuing such report the peer reviewer shall
assess both the significance of the deficiencies |dent1f|ed and the pervasiveness of the

deficiencies.

(c) Peer Reviewer Quallfloatlons

A peer review program must include minimum qualifications for an individual to quahfy
as a peer reviewer and perform peer reviews in accordance with the program’'s peer
review standards. The qualifications shall, at a minimum, include the following:

(1) Have a valid and active license in good standing to practice public accounting
issued by this state or other state.

(2) Be actively involved and practicing at a supervisory Ievel in a firm’s accounting and
auditing practice.

(3) Maintain a currency of knowledge of the professional standards related to
accounting and auditing, including those expressly related to the type or kind of practice

to be reviewed.
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(4) Provide the Board-recognized peer review program provider with his/her
qualifications to be a reviewer, including recent industry experience.

(5) Be associated with a firm that has received a peer review report issued in
accordance with subsection (b)(1)(A) or (b)(2)(A) of this section as part of the firm's last

~ peer review. _

(d) Planning and. Performing Peer Reviews

A peer review program must include minimum guidelines and/or standards for
planning and performing peer reviews commensurate with the type of peer review being
performed including, but not limited to, the following:

(1) For peer reviews performed in accordance with subsection (a)(1) of this section, a
peer review program's guidelines and/or standards must include the following:

(A) Ensuring that prior to performing a peer review, a peer reviewer or a peer review
team takes adequate steps in planning a peer review to include the following: (i) obtain
the results of a firm's prior peer review (if applicable), (ii) obtain sufficient understanding
of the nature and extent of a firm's accounting and auditing practice, (iii) obtain a
sufficient understanding of a firm's system of quality control and the manner in which
the system is monitored by a firm, and (iv) select a representative cross-section of a
firm's engagements.
~ (B) In performing a peer review, the peer reviewer or peer review team must test the

reviewed engagements while assessing the adequacy of and compliance with a firm's
system of quality control. The peer review is intended to provide the peer reviewer or
peer review team with reasonable basis for expressing an opinion as to whether a firm's
system of quality control is suitably designed and complied with by a firm's personnel
such that the firm has reasonable assurance of performing and reporting on
engagements in conformity with applicable professional standards.

-

(2) For peer reviews performed in accordance with subsection (a)(2) of this section, a
peer review program'’s guidelines and/or standards must include the following:

(A) Ensuring that prior to performing-a peer review, a peer reviewer or peer review
team select a representative cross-section of a firm's accounting and auditing
engagements to include at a minimum one engagement for each partner, shareholder,
owner, principal, or licensee authorized to issue reports. ’

(B) In performing a peer review, the peer reviewer or peer review team shall review
the selected engagements to determine if the engagements were performed in
conformity with the applicable professional standards. -

(3) Nothing in a peer review program provider's guidelines and/or standards shall
prohibit a peer reviewer or peer review team from disclosing pertinent peer review-
related information regarding a firm to a subsequent peer reviewer.

(e) Peer Review Program Plan of Administration and Accepting Peer Review Reports

(1) The administration plan shall clearly outline the manner in which the peer review
program provider intends on administering peer reviews and must, at'a minimum,
include the following: '
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(A) Identify a peer review committee, and if necessary subcommittees, and employ
knowledgeable staff for the operation of the review program as needed.

(B) Establish and perform procedures for ensuring that reviews are performed and
reported on in accordance with the program's established standards for performmq and
reporting on peer reviews.

(C) Establish a program to communicate to firms participating in the peer review
program the latest developments in peer review standards and the most common
findings in peer reviews conducted by the Board-recognized peer review program
provider. '

(D) Establish and document procedures for an adjudication process designed to
resolve any disagreement(s) which may arise out of the performance of a peer review,
and resolve matters which may lead to the dismissal of a firm from the provider's peer
review program.

(E) Establish guidelines for prescribing remedial or corrective actions designed to
assure correction of the deficiencies identified in a firm's peer review report.

(F) Establish guidelines for monitoring the prescribed remedial and corrective actions
to determine compliance by the reviewed firm.

(G) Establish and document procedures for ensuring adequate peer reviewers to
perform peer reviews. This shall include ensurlnq a breadth of knowledge related to
industry experience.

(H) Establish and document procedures to ensure the qualifications of peer reviewers
and to evaluate a peer reviewer's performance on peer reviews.

(1) Establish a training program or training programs designed to maintain or increase
a peer reviewer's currency of knowledqe related to performing and reporting on peer
~ reviews.

(J) Establish and document procedures to ensure that a firm requiring a peer review
selects a peer reviewer with similar practice experience and industry knowledge, and
peer reviewer is performing a peer review for a firm with which the reviewer has similar
practice experience and industry knowledge.

(K) Require the maintenance of records of peer reviews conducted under the program.

Such records shall include, at a minimum, written records of all firms enrolied in the
peer review program and documents required for submission under Section 46, with
these documents to be retained until the completion of a firm’'s subsequent peer review.

(L) Provide to the Board's Peer Review Oversight Committee access to all materials -
and documents required for the administration of peer reviews.

(2) As required by subsection (e)(1)(A) of this section, the peer review program
provider shall establish a peer review committee to assist in the review and acceptance
of peer review reports. The peer review program provider's committee shall:

(A) Meet regularly to consider and accept peer review reports.

(B) Assist the peer review program provider in resolving instances in which there is a
lack of cooperation and agreement between the committee and peer reviewer or
reviewed firm in accordance with the peer review program'’s adjudication process.

(C) Make a final determination on a peer review report pursuant to subdivision (b).
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- (f) The peer review committee established by the peer review program provider shall
comply with the following in relation to the composition of the committee:

(1) All committee members must meet the peer reviewer gualification requirements
established in Section 48(c).

(2) In determining the size of the commitiee, con3|derat|on shall be given to the
requirement for broad industry experience, and the likelihood that some members will
need to recuse themselves from some reviews as a result of the member’s close
association to the firm or having performed the review.

(3) No committee member may concurrently serve as a member of the Board.

(4) A committee member may not participate in any discussion or have any vote with
respect to a reviewed firm when the member lacks independence as defined by
California Code of Regulations Section 65 or has a conflict of mterest Examples of
conflicts of interest include, but are not limited to:

- (A) the member's firm has performed the most recent peer review of the reviewed
firm's accounting and auditing practice.

(B) the member served on the review team which performed the current or the
immediately preceding review of the firm.

(C) the member believes he/she cannot be impartial or objective.

(5) Each member of the committee shall comply with all confidentiality requirements.

"The peer review program provider shall annually require its committee members to sign
a statement acknowledging their appointments and the responsibilities and obllqatlons

. of their appointments.

NOTE: Authority Cited: Sections 5010 and 5076, Business and Professions Code.
Reference: Section 5076, Business and Professions Code. )

48.1. Board-Recognition of the American Institute of Certified Public

Accountants, Inc. Peer Review Program.

The American Institute of Certified Public Accountants, Inc. Peer Review Program is
hereby recognized as meeting the minimum peer review program requirements as
outlined in Section 48 of this Article and is authorized to administer peer reviews in
California. If in the future the Board deems the American Institute of Certified Public
Accountants, Inc. Peer Review Program to no longer meet the minimum gualifications
specified in Section 48 of this Article, the Board shall rescind its recognition pursuant to

Section 48.5 of this Article.

NOTE: Authority cited: Sections 5010 and 5076, Business and Professions Code.
Reference: Section 5076, Business and Professions Code.




‘Adopt Section 48.2 to read as follows:

48.2. Applying to Become a Board-Recognized Peer Review Program.

Prior to receiving Board recognition to perform peer reviews in California, a peer
review program provider shall submit the following application: Application to Become a
Board-Recognized Peer Review Program (1/10), which is hereby incorporated by
reference. With the application, the firm must submit materials evidencing the program
meeéts the requirements outlined in Section 48.

NOTE: Authority Cited: Sections 5010 and 5076, Business and Professions Code.
Reference: Section 5076, Business and Professions Code.

Adopt Section 48.3 to read as follows: .

48.3. Board-Recognized Peer Review Program PrOvider Reporting
Responsibilities.

(a) Upon request of the Board or Peer Review Oversight Committee, a Board-
recognized peer review program provider shall make available, at a minimum, the
following: '

(1) Standards, procedures, guidelines, tralnlnq materials, and similar documents
prepared for the use of reviewers and reviewed firms.

(2) Information concerning the extent to which the Board- recognized peer review
program provider has reviewed the quality of reviewers’ working papers in connection
vith the acceptance of reviews. ]

(3) Statistical data maintained by the Board-recognized peer review program provider
related fo_its role in_the administration_of peer reviews.

(4) Information concerning the extent to which the Board-recognized peer rewew
program provider has reviewed the gualifications of its reviewers.

(5) Sufficient documents to conduct sample reviews of peer reviews accepted by the
Board-recognized peer review program provider. These may include, but are not limited
to: the report: reviewer working papers prepared or reviewed by the Board-recognized
peer review program'’s peer review committee in association with the acceptance of the
review: and materials concerning the acceptance of the review, the imposition of
‘required remedial or corrective actions, the monitoring procedures applied, and the.

results.

(b) A Board-recognized peer review program provider shall provide the Board in
writing or electronically the name of any California-licensed firm expelled from the peer
review program and provide the reason(s) for expulsion. The Board-recognized peer
review program provider shall submit this information to the Board within 30 days of
notifying the firm of its expulsion.

10
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(1) Nothing in this subsection shall require a Board- recoqnizéd peer review program :
provider when administering peer reviews in another state to violate the laws of that

state.

NOTE: Authority cited: Sections 5010. 5076, and 5076.1, Business and Professions
Code;_ Reference: Section 5076, Business and Professions Code.

Adopt Section 48.5 to read as follows:

48.5. Withdrawal of Board Recognition.

(a) The Board may rescind and withdraw its recognition of a peer review program if it
is determined that the peer review program is not in compliance with the reqguirements
of this Article, the provider failed to respond to an informational request by the Board or
the Peer Review Oversight Committee, or the provider made any material
" misrepresentation of fact related to any information required to be submitted to the

Board or the Peer Review Oversight Committee. :

(b) The order of withdrawal of Board recognition shall be issued by the Board or its
executive officer, without prior notice or hearing, and is effective immediately when
mailed to the peer review program provider's address of record.

(c) The order of withdrawal of Board recognition shall contain the following:

(1) The reason for the withdrawal, including the specific statutes and regulations with
which the individual must show comphance by producing proof at a hearing before the
Board.

(2) A statement that the peer review program provider has the right, within 30 days, to
request an informal hearing to appeal the withdrawal of Board recognition.

_(3) A statement that any informal hearing shall be scheduled before the Board or its

designee, at which time the peer review program provider shall be afforded the
opportunity to be heard.

(d) The burden of proof shall be placed on the peer review program provider to
demonstrate both qualifications and fitness to perform peer reviews in California and
maintain Board recognition.

(e) If the peer review program provider fails to notify the Board's executive officer in
writing and in a timely manner that it desires to contest the written withdrawal of Board
recognition, the decision to withdraw recognition shall become final.

NOTE: Authontv cnted Sections 5010 5076, and 5076.1, Business and ProfeSS|ons
Code. Reference: Section 5076, Business and Professions Code.

11
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Adopt Section 48.6 to read as follows:

48.6. Records of Proceedings.

Fokr any informal hearings conducted by the Board pursuant to Section 48.5 of this
Article, the Board shall maintain a record of its proceedings, such as the minutes of the
meeting or an audio recording of the meeting.

NOTE: Authbritv cited: Sections 5010, 5076, and 5076.1, Business and Professions
Code. Reference: Section 5076, Business and Professions Code.

12



PNES

-
STATE OF CALIFORNIA - STATE AND CONSUMER § \)CES AGENCY { \ ARNOLD SCHWARZENEGGER, Governor

DEPARTMENT OF CONSUMER AFFAIRS

A CALIFORNIA BOARD OF ACCOUNTANCY
- — 2000 EVERGREEN STREET, SUITE 250
. SACRAMENTO, CA 95815-3832
CALIFORNIA BOARD OF © TELEPHONE: (916) 263-3680
ACCO UNTANCY FACSIMILE: (916) 263-3675

WEB ADDRESS: http.//www.cba.ca.gov

PEER REVIEW
REPORTING FORM
PR-1(0110)




STATE OF CALIFORNIA - STATE AND CONSUMER SERVICES AGENCY

O O

ARNOLD SCHWARZENEGGER, Governor
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ACCOUNTANCY FACSIMILE: (916) 263-3675
WEB ADDRESS: http://www.cba.ca.gov

PEER REVIEW
REPORTING FORM

ACCOUNTING FIRM INFORMATION

Do you operate as a firm (including a sole proprietorship) ? (] Yes

D No (If no, please sign and date on the
reverse of the form.)

Firm Name;

License #: Expiration Date (optional): '
Business ' ' ' " Business E-mail
Telephone # (optional): . Address (optional):

Firm Type (check one): [] Sole Proprietorship
(optiona) [] General Partnership

[] Limited Liability Partnership
[] Corporation

Number of shareholders, partners, owners, 11 12 13 []4

and full-time licensees of the firm (optional): []5-10 []11-99 100+
Did your firm perform any accountingand Yes

audltlng'serwces that require you to undergo a l_—_] No (if no, please sign and date on the reverse of the
peer review? : " form.)

PEER REVIEW INFORMATION

1. Date Peer Review Report Accepted:

2a. Peer Review Report ] Pass (Go to question 3.)
Rating: ' [] Pass w/deficiencies (Go to question 3.)

[[] Substandard (Go to question 2b.)
2b. D'id your firm submit the peer review report [ ] Yes

to the 'Board ‘.’V'ﬂ;m the required 45-day D NO (if no, please attach a written explanation as to why the
reporting period? (optional) report was not submitted timely.)

PR-1 (1/10)
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Peer Review Reporting Form
Page 2 of 2

PEER REVIEW INFORMATION (continued)

3a. Was the peer review administered by the [] Yes
California Society of Certified Public ] No (i no, see question 3b.)
Accountants using the American Institute
of Certified Public Accountants Peer
Review Program ? (optional)

3h. Was the peer review administered by [] Yes (f yes, please provide the name of the American
another organization using the Ametrican Institute of Certified Public Accountants administering
entity.)

Institute of Certified Public Accountants
Peer Review Program? (optional)

D NO (If no, please provide the name of the Board-recognized

peer review program that administered the peer
review.)

~

4. What was the highest level of (] Audit
accounting and auditing service Review '
your firm provided during the o o _
three-year period encompassing [] Compilations w/disclosures
your peer review? (optional) . ] Compilations w/o disclosures prepared using GAAP

] Compilations w/o disclosures prepared using OCBOA

5. What was the cost to have the péer review

performed? (optional) $
6. How much time did your firm spend []0 days
preparing-for-the-peer-review?-(optional) [J1-5days
[]6-10 days
[ 110+ days
Signature Date

PR-1 (1/10)
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DEPARTMENT OF CONSUMER AFFAIRS

[“ - 'A‘ CALIFORNIA BOARD OF ACCOUNTANCY
| ] — 2000 EVERGREEN STREET, SUITE 250
v SACRAMENTO, CA 95815-3832
CALIFORNIA BOARD OF ' TELEPHONE: (916) 263-3680
ACCOUNTANCY FACSIMILE: (916) 263-3675

WEB ADDRESS: hiip.//www.cba.ca.gov

'APPLICATION TO BECOME
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STATE OF CALIFORNIA - STATE AND CONSUMER ¢ \,ICES AGENCY [— \ ARNOLD SCHWARZENEGGER, Governor

DEPARTMENT OF CONSUMER AFFAIRS
[“ » ' A‘ CALIFORNIA BOARD OF ACCOUNTANCY
[, — 2000 EVERGREEN STREET, SUITE 250
SACRAMENTO, CA 95815-3832
CALIFORNIA BOARD OF TELEPHONE: (916) 263-3680

ACCOUNTANCY FACSIMILE: (916) 263-3675
WEB ADDRESS: http://www.cba.ca.gov

PEER REVIEW PROGRAM PROVIDER
CONTACT INFORMATION

Please provide all requested information listed below. The public contact information will be
posted on the Board’s Web site with the list of Board-recognized peer review program providers.
g Please send written notification to the Board if there are changes to any contact information.

| PUBLIC CONTACT INFORMATION | |

Name of Organization: ‘

Address:

City: State: Zip Code:
| Fax

Telephone Number: - ) Number: ()

Toll-Free Number (i availabie): | ( ) .

Web site address (if available):

Name and title of contact
person to be placed on
approval list:

The information in the gray-shaded box below is for Board use only, and will not be placed on
the Board's Web site. '

Application to Become a Board-Recognized Peer Review Program (01/10)
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STATE OF CALIFORNIA - STATE AND CONSUMER S/ \CES AGENCY { \r

ARNOLD SCHWARZENEGGER, Governor

\/ 4

DEPARTMENT OF CONSUMER AFFAIRS

- A CALIFORNIA BOARD OF ACCOUNTANCY
- — 2000 EVERGREEN STREET, SUITE 250
SACRAMENTO, CA 95815-3832 -
CALIFORNILIA BOARD OF TELEPHONE: (916) 263-3680

FACSIMILE: (816) 263-3675
WEB ADDRESS: htip://www.cba.ca.gov

ACCOUNTANCY

PEER REVIEW PROGRAM PROVIDER
CERTIFICATION AND COMPLIANCE AGREEMENT

This agreement must be signed and returned with all materials evidencing compliance with

Section 48 of the California Board of Accountancy Regulations.

| certify that the statements, answers, and representations in this agreement, the application material, and
any supplemental statements, are true and accurate, including the following: '

1.

| have read Article 6 of the California Board of Accountancy Regulations specifying the requirements
for receiving Board recognition to administer peer reviews in California and agree to comply with
requirements pertaining to providers, provider recognition and minimum requirements.

| authorize the California Board of Accountancy and its Peer Review Oversight Committee to review
relevant records to ensure comphance with the requirements of Article 6.

| certify that the supplemental materials accompanymg the appllcatlon are deSIQned in compliance
with Section 48 of the California Board of Accountancy Regulatlons and authorize the Board or its
designee to review the materials to ensure comphance

As the provider, | agree to be the respon5|ble party for all administered peer reviews.

| agree to comply with the provisions of Séction 17500 of the Business and Professions Code,
Division 7, Part 3, Chapter 1, regarding false or misleading advertising.

| am the program provider representative authorized to sign this Certification and Compliance
Agreement. ’

Peer Review Program Provider

Authorized Signature Date
Print or Type Name ' Position
Cdmpany

Application to Become a-Board-Recognized Peer Review Progrém (01/10)
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STATE OF CALIFORNIA - STATE AND CONSUMER SERVICES AGENCY ARNOLD SCHWARZENEGGER, Governor

DEPARTMENT OF CONSUMER AFFAIRS

[ “ » ’ A‘ : CALIFORNIA BOARD OF ACCOUNTANCY
» — 2000 EVERGREEN STREET, SUITE 250
SACRAMENTO, CA95815-3832
CALIFORNIA BOARD OF _ TELEPHONE: (916) 263-3680
ACCOUNTANCY : FACSIMILE: (916) 263-3675
p—_— e ———— .+ WEB ADDRESS: http.//www.cba.ca.gov

NOTICE OF INTENT TO READOPT EMERGENCY REGULATIONS

This notice is sent in accordance with Government Code §11346.1(a)(2) and Title 1,
California Code of Regulations (CCR) §52, which require State of California agencies to -
give a five (5) working day advance notice of intent to readopt emergency regulations
with the Office of Administrative Law (OAL). The California Board of Accountancy

(CBA) intends to file a request for readoption of Peer Review regulations originally
approved by OAL on December 10, 2009 and which became effective January 1, 2010.

Pursuant to Title 1, 'CCR §52(b)(1), the CBA has made substantial progress and
" proceeded with diligence to comply with Government Code §11346.1(e) by undertaking
the following rulemaking activities:

» On December 4, 2009, the CBA had OAL publish the Notice of Proposed Action
for the Peer Review regulations in the California Regulatory Notice Register. The -
CBA posted all required rulemaking materials on its Web site and mailed the -

~ notice to the CBA’s mterested parties list and all CBA licensees.

» On January 20, 2010, The CBA conducted a regulation hearing on the Peer
Review regulations.

x On February 25, 2010, the CBA issued a 15- day notice of modified text and
~~ posted it to the CBA Web S|te

As requ1red by Title 1, CCR §52 no change in emergenoy circumstance has changed
since the original adoptlon of the Peer Review regula‘uons by OAL.

The CBA hereby incorporates by reference the ruiemaking record OAL file number
2009-1130-01E. - .

- The CBA plans to file the readoption of the Peer Review emergency regulation package
with OAL at least five working days from the date of this notice. If you would like to
make comments on the readoption of the Peer Review regulations, they must be
received by both the CBA and OAL within five calendar days of the CBA'’s filing at OAL.
Responding to the comments at this point in the process is strictly at the CBA’s
discretion. :



Page 2 of 2

Comments should be sent simultaneously to:

Matthew Stanley, Legislation/Regulation Analyst
California Board of Accountancy '
2000 Evergreen Street, Suite 250
Sacramento, CA 95815-3832

and
Office of Administrative Law
300 Capitol Mall, Suite 1250
Sacramento, CA 95814

Please contact Matthew Stanley at (916) 561-1792 or via electronic mail at
requlations @cba.ca.gov if you have any questions concerning this notice.




STATE OF CALIFORNIA - STATE AND CONSUMER SERVICES AGENCY

ARNOLD SCHWARZENEGGER, Governor

DEPARTMENT OF CONSUMER AFFAIRS

A CALIFORNIA BOARD OF ACCOUNTANCY
2000 EVERGREEN STREET, SUITE 250 )
SACRAMENTO, CA 856815-3832

PALIFORNIA BOARD OF

ACCOUNTANCY :
WEB ADDRESS: htip://www.cba.ca.gov

TELEPHONE: (916) 263-3680
FACSIMILE: (916) 263-3675

FINDING OF EMERGENCY

Assembly Bill (AB) 138 (Chapter 312) Statutes of 2009 requires the California Board of -
Accountancy (Board) to adopt emergency regulations to provide for the admlnlstratlon ‘

of the Peer Rewew Program.

AUTHORITY AND REFERENCE CITATION

Authority cited: Sections 5010 and 5076, Business and Professnons Code. Reference
Section 5076, Business and Professions Code.

SPECIFIC FACTS DEMONSTRATING THE NEED FOR IMMEDIATE ACTION

AB 138 significantly amended existing peer review statutes for California-licensed
accounting firms providing accounting and auditing services. AB 138 amended Section
5076 and added Sections 5076.1 to the Business and Professions Code. In AB 138,
the Legislature included a requirement that the Board “adopt emergency regulations ...
to establish policies, guidelines, and procedures ..."” to implement, interpret, and make
specific Section 5076. In amending Section 5076, the Legislature directed the Office of
Administrative Law to consider the Board adoption of regulations pursuant to Section
5076 to be necessary for the immediate preservation of the public peace, health and

safety, or general welfare.

INFORMATIVE DIGEST/POLICY STATEMENT OVERVIEW
Adopt Sections 39, 40, 41, 42, 43 44, 45, 46, 48, 48.1, 48.2, 483 48.5, and 48.6 of

Title 16 of the California Code of Regulations.

Section 5010 of the Business and Professions Code authorizes the Board to adopt
regulations for the orderly administration of the California Accountancy Act. Legislation
enacted in 2009 amended Section 5076 of said Code to require that all California-
licensed firms performing accounting and auditing services undergo a peer review a
minimum of once every three years, and require the Board to adopt regulations specific
to implementing, interpreting, and making specific Section 5076.

This proposal would adopt the above-referenced regulations to implement Section
50786, including regulations specifying requirements for Board recognition of a peer
review program, defining terms specific to peer review, defining an accounting and
auditing practice, standards for admmlstenng a peer review, extens;ons of time for



fulfilling the peer review requirement, exclusions from the peer review requirement,
document submission requirements, enroliment and participation, notification of -
expulsion from a peer review program, reporting requirements for a board-recognized
peer review program provider, withdrawal of Board recognition, and records of Board

proceedings.

. The objective of this proposal is to implement and make specific Section 5076 with
regulations that create an effective and efficient Peer Review Program.

FISCAL IMPACT ESTIMATES

Fiscal Impact on Public Agencies Including Costs or Savings to State AqenCIes or
Costs/Savings in Federal Funding to the State: InS|gn|f|cant

Nondlscretlonary Costs/Savings to Local Agencies: None.

Local Mandate: None.

Cost to Any Local Agency or School District for Whlch Government Code Sectlon 17561
Requwes Reimbursement: None.

Business Impact:

The Board has made an initial determin'ation that the proposed regulatory action would
have no significant statewide  adverse economic impact directly affecting business,
including the ability of California businesses to compete with businesses in other states,

The Board recognizes that the regulations to implement the Peer Review Program will
createra new business-related costtoapproximately-3;000-accounting firms-licensed-in
-California; however, the overall impact on the accounting profession is deemed to be
minimal as the funds associated with firms undergoing peer review will be shifted to
other accounting firms providing peer review-related services. Additionally, though peer
review increases certain accounting firms' business-related costs, it makes these same
firms more competitive with accounting firms licensed and operating in 41 other states
that presently require licensed accounting firms to undergo peer review, as well as
3,000 California-licensed accounting firms voluntarily participating in peer review. Peer
review will expose these accounting firms to best-practice techniques that will enable
them to design and refine internal quality control systems, ensuring work is performed in
conformity with applicable professional standards, and enable them to develop and

refine the technical skills of their employees.

AND

The following studies/relevant data were relied upon in making the above determination:
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California Board of Accountancy, “Staff Report on Continuing Educatron ! September '
1998 (Attachment #1)

California Board of Accountancy onhne Customer Services Sat/sfact/on Survey
(Attachment #2)

* Impact on Jobs/New Businesses; -

The Board has determined that this regulatory proposal has the potential to -have a
significant impact on the creation of jobs or new businesses or the elimination of jobs or
existing businesses or the expansion of businesses in the State of California.

The Board is unable to quantify with any degree of certainty the potential effect of the -
proposed regulations on the creation of jobs or new businesses or the elimination of
jobs or existing businesses or the expansion of business in the State of California. That
said, the group that will see the most significant impact of this proposal will be those

‘businesses performing accounting and auditing services that do not presently voluntarily

undergo peer review. It is possible that some smaller firms, including sole
proprietorships, who only perform accounting and auditing services on an infrequent
basis, and that do not presently voluntarily undergo peer review, may cease performing
these services in orderto avoid the peer review requirement. In-these cases, the Board
believes that the vast majority of these businesses would shift the services the business
provides to other accounting-related services such as taxation and financial planning,
thus not subjecting them to the peer review requirement, but remaining in business." It is
possible that a small number, particularly sole proprletors may decide to retire or sell
their business and join or merge with another firm. .

In contrast, the Board believes that based on the increased volume of firms required to
undergo peer review, there will be an increased market for peer review-related services.

Accounting firms not presently providing peer review-related services may choose to
expand their business services to address the increased demand for qualified peer
reviewers. Further, the proposed peer review regulations allow for organizations to
create their own peer review program, the byproduct being administrative staffing needs
to administer the peer review program. The Board, however, is unable to provide an
accurate estimate on the number of businesses and jobs created or eliminated by the

proposed regulations.

Cost Impact on Representative Private Person or Business:

-

The costs impact that a representative private person or business would necessarily
incur in reasonable compliance with the proposes action and that are known to the

Board are:

= Costs associated with undergoing peer review to include: any administrative fees
paid to the peer review program, fees paid to the peer reviewer, lost billable time



to prepare for the peer review, and time and money spent by certain accountlng
firms to complete remedlaI/correctlve actions

» Cost of postage to submit the peer review reporting form (PR-1) by all Board
licensees N | ‘

. = Cost of postage to- submit required materials to the Board by accounting firms,
outside of the regular license renewal period, that receive a substandard peer
review report or are expelled from a peer review program :

= Cost of postage to submit required materials by Board-recognized peer review
program providers as part of the Board’s oversight activities

Eﬁect on Housing Costs: None
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E. Financial Statements.. .

The renewal questionnaire asked licensees whether they had primary
responsibility for, authority to sign, and had issued at least one financial
statement during the two years preceding their license renewal (Note: in
evaluating the following statistics, it should be kept in mind that licensees
who worked on a portion of an audit, but did not have authority to sign or

issue would not be included in these statistics.) :

Of the 26,478 licensees renewing active during the data collection period, -
9,577 licensees, or 36 percent of the sampled population, indicated they
had issued at least one financial statement (audit, review or compilation)

during the two years preceding their license expiration date.

Licensee_é who issued at least one financial statement
during the two years preceding their license expiration date
(Licensees renewing active)

o

Total: 26478 licensees

Page 18 California Board of Accountancy




If extrapolated over an entire.two-year renewal period, incorporating the
entire licensing population, this would equate to a population of 13,607
licensees whoIssue some type of financial statements.

By firm size, licensees who are Sole proprietors were the group with the
highest percentage issuing financial statements — 53 percent. Licensees in
large firms (over 100 licensees) had the lowest percentage — 20 percent.

Licensees renewing active who issued at least one financial statement
during the two years preceding thelr license expiration date
: (By firm size) -

LIGENSEES IN MEDIUM FIRMS .
(11-100 licensees): 2477

LICENSEES IN LARGE FIRMS
(over 100 llcensees): 2796

LICENSEES IN SMALL FIRMS
(2-10 llcensees): 6093

Total: 19671 licensees
(Does not include 8807 licensees who did not respond to the question of firm size)

Continuing Education Report Page 19




By number of years licensed, those licensed 21-30 years had the highest
percentage of licensees issuing financial 'sfa’ceme'ﬁ’cs,‘ 59 percent, while
those licensed 10 years or less were the lowestat 18 percent.

Licensees renewing active who issued at least one financial statement
" during the two years preceding their license expiration date
: v (By years licensed)

11 — 20 years: 8790 : 30+ years; 2272

Total; 26478 licensees-
(For those licensees who did not respond to the "years licensed”
guestion, this data was collected from the Board's licensing records.)

Page 20 : : Californla Board of Accountancy




For all licensess issuing financial statements, 35 p'efoent indicated their
highest level of report issued was audit: Extrapolated over the entire --
licensing population, this equates to a total of 4,763 licensees who issue,

audits. '

N_dté: This does not include licensees who may have participated in the
audit, but whodid not have the authority to sign and issue the report.

Highest level of report issued

Total: 9577 licensees

ContinUing Education Report Page 21
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By firm size, more than three-quarters of licensees in large firms issuing
financial reports indicated their highest level of report was audit, compared

to0 .22 percent of sole proprietors.

Conversely, licensees in large firms issued the least number of
compilations ~ three percent, and sole proprietors issued the most —

41percent. '

. Highest level of report issued
(By firm size)

Compliation
(112)
14.4%

LICENSEES IN MEDIUM FIRMS
-~ - (11100 licansees):780

LICENSEES WHO ARE
SOLE PROPRIETORS: 4380

Did not

answer
Compliation

(17)
3.0%

Revisw
@
1.2%

LICENSEES IN LARGE FIRMS

LICENSEES IN SMALL FIRMS
(over 100 licensees).567

(2-10 licensees).3096

Total: 8823 licensees
" (Doas not Include 754 licensees who did riot respond to the question of firm size)

Page 22 Califomia Board of Accountancy



By yeérs licensed, significant differences were not observed in the highest

) level of report issued,
Highest level of report issued
(By years licensed) ‘ .
Didd not anawar
© (34B)
© 16.0%
Compllalion
* (B04)
Compliation
(887)
33,0%
0-10 years: 2080
L) ). o ' Did not answer |
Y ) (179) -
e - _ ‘ : . 15.4%
Compllation . Compliation
L (418) -
36.1%
11~ 20 years: 4029 30+ years: 1168
Total ; 9577 licensees :
(For those licensees who dld not respond to the " years licensed" question,
this data was collected from the Board's licensing records.)

)

-

i

Continuing Education Report ' . Page 23







BTATE OF CALIFORNIA ~ STATE AND CONBUMER BERVICES AQENGY ARNOLD 8CHWARZENEGGER, Governc

BTATE O E DALIBGANIA CALIFORNIA BOARD OF ACCOUNTANCY
2000 EVERGREEN BTREET, SUITE 250
BACRAMENTO, CA 96815-3882

m c — TELEPHONE: (016) 263-3860

DEPAATMENT DF ONBUMER AFFAIRG : FACSIMILE: (916) 263-8875
I/f”“ >) WEB ADDRESE: hitp:/www.doa.oa.gav/cba .

Dear Client,

. The California Board of Accountancy (Board) is committed to continuously assessing and improving the level
and quality of services provided to its clients. To assist us in this commitment, please take a moment to -
complete an anonymous survey about the quality of service you recelved from the Board's Licensing Division,

Attachment #2

CUSTOMER SERVIGE SURVEY

Which chen‘c type are you? (Mark only one)

] A CPA Exam Candldate

[] A CPA Exam Candidate

[[] An Applicant for CPA licensure

[7] Other: e (Please specify)

How many times have you had telephone or email contact WIth the Board’s Licensing Division,
including the Examination Unit, Initial Licensing Unit, Licensé Renewal & Continuing Competency Umt

and the Practice Prwnlege Unit, in the past 12 months?

] Never [] Once ] 2-5times 1 More than 5 times
)) - Statement Very ~Satisfied | Neutral "+ Not Not
: Satisfied A . Satisfied Applicable

Courtesy and Professionalism:

Are you satisfied with the treatment you
received while intefacting with Board
staff?

-——|Responsiveness:—Are-you-satisfied
| with the timeliness of communication

from Board staff?

Accuracy: Are you satisfied that the
information on the Board's Web site is well-
organized, thorough and easy to understand?
. | Knowledge: Are you satisfied with

staff's ability to answer your question(s)

when contacting the Board by

. |telephone?

‘Overall Satisfaction: Overall, are you
satisfied that the service you received from
Board staff met your expectations? ‘

Additional comments and/or suggestions:

) hank you,

"Client Services Unit
California Board of Accountancy



Dear Ca'liforn'ia Licensee:

All responses are anonymous and .no attempt will be made to rdentlfy partlctpants

1. Your prlmary employment is in: (Mark only one)
[] Public accounting  [] Educatron ] Government 4 (] Private industry
| Law D Not ourrently employed | - O Other

(Ifthe public accountlng box is marked go fo #2 all ofhers may skip the remamder of the
survey.)

2. Your firm type is: (Mark all that apply)

[] Sole proprietor* [] Accountancy corporation [:] Limited liabitity partnership

[_] General accountancy partnership [ Not applicable

* If you are a single—shareholder corporation, please mark the Accountancy corporation box.
3. Youv_rprimary;responsi_pi_'lity/area of preictice (_mdré‘ithyan’{ijo%) is in : (Mark o"nlyto,ne) '

[ 1 Auditing [:] Accounting Ij't‘onsultlng ' l:l'lG‘eneral pr:actice

- [ Information systems [l Management E] Taxatlon | [] Other: |

4. The number of licensees in yourflrm (in Cahfornra) o

01 24  [Os10 [J1160  [I51-100  [JOver100

5. During the last two (2) years, did you issue at least one financial statement report as a sole
proprietor or as a member of a firm? [ ] Yes [ No

If yes, please indicate the highest Iev.el_otserwc_e_performed

[ ] Audit [] Review [| Compilation [ ] Compilation where no report was issded

‘6. Did you undergo a peer review during the last three.(3) years as a sole. propnetor or as a member
of your firm? [] Yes []No . :

- (Optional) If yes, what was the result?: [] UnmodifiedEI Modified _
] Adverse [] Pending

7. As a sole proprietor or as a member of your firm, were you required to undergo the peer feview
because of membership with the AICPA or CAICPA? [1Yes [INo

8. Please indicate the overall cost your firm paid for having a peer rewew? (Specifically, costs paid to
the admmrstenng entity and to the peer reviewer's firm. ) $
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CUSTOMER SERVICE SUVEY
CERTIFIED PUBLIC ACCOUNTANT STATISTICS
As of September 14, 2009 -

Empldymeﬁt

CALIFORNIA BOARD OF ACCOUNTANGY -
2000 EVEROREEN 8TREET, SUITE 260 .
SACRAMENTQ, GA 85815-8882
TELEFHONE: (918) 2838-8880.
FACBIMILE: (016) 263-3675 .
WER ADDRESS hittp:fwww, doa,ca.gov/eba

Total Number of Responses; 1862

Public Accounting: 915/1862 49.1%
Education: 32/1862 1.7%
Government: 133/1862 7.1%
Private Industry 576/1862 30.9%
Law: / 16/1862 0.9%
Unemployed: 78/1862 4.2%
Other: 112/1862 6.0%
Firm Type

Total Number of Responses: 916

Sole‘Proprietorship:
Accountancy Corporation;
Limited Liability Partnership:

General Accounting Partnership:

367/916 40.1%

240/916 26.2%

241/916 26.3%
70/916 - 7.6%

.....

Area of Practice

Total Number of ‘Responses: 916

Auditing: : 151/916
Accounting: 73/916
Consuiting: 36/916

General Practice: 56/916
Information Systems: 3/916

Management 12/916
Taxation: A -549/916

Other: : 34/916

16.56%
8.0%
4.3%
6.1%
0.3%
1.3%
59.9%
3.7%



Customer Service Survey -
CPA Statistics
" . Page 2 of 2

Financial Statement Reporting

Total Number of Responées: 916

Yes: 482/916 52.6%
No: 434/916 47.4%

Highest Level of Service Performed

Total Number of Responsés: 482

Audit: 222/482  46.1%
Review: ' 99/482  20.5%
Compilation: 153/482 31.7%

Compilation w/no report:  14/482  2.9% - - -

Peer Review ,

Total Number of Responses: 916

Yes: 407/916 44.4%
No: 509/916 55.6%

Peer Review Result

Total Number of Responses: 407

Unmodified: 393/407 96.6%
Modified: ~ 12/407 2.9%

Adverse 17407 0.2%
Pending 71407 . 1.7%

Peer Review Required

Total Number of Responses: 407

Yes: 369/407 90.4%
No:  39/407 09.6%

" _Peer Review Costs

"Total Nur;lber of Responses: 407

Over $1,000: 135/407 33.1%
$500-$1,000: 36/407 8:8%
Less than $500: 195/407 47.8%



